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ACTION EUR- 1 2 

INFO OCT-OI EA-10 lO-IO ISO-00 AGR-IO AID-05 CEA-OI 

CIAE-00 COME-00 EB-07 FRB-01 INR-07 NSAE-00 CIEP-02 

SP-02 STR-04 TRSE-00 LAB-04 SIL-01 SAM-01 OMB-01 SS-15 

NSC-05 PA-02 PRS-01 USIA-15 XMB-04 OPIC-06 ( ISO ) W 

122698 

R 10I6I2Z JUN 75 
FM USMISSION EC BRUSSELS 
TO SECSTATE WASHDC 9012 
INFO AMEMBASSY MANILA 
AMEMBASSY PARIS 
AMEMBASSY BONN 
USMISSION GENEVA 
USDEL MTN GENEVA 

UNCLAS SECTION 1 OF 2 EC BRUSSELS 05170 

PASS AGRICULTURE 

E.O. 11652: N/A 
TAGS: EAGR, EEC 

SUBJECT: EC WHEAT EXPORT SUBSIDIES 

REE: (A) FASTO CIRCULAR 264; (B) EC BRUSSELS 04750; ;C) EC 
BRUSSELS 04626; (D) EC BRUSELS 04539; (E) MONTEL/NOVOTNY, 

FAS TELECON OE 6/5/75 (F) EC A-097 

1. BEGIN SUMMARY; MISSION HAS RECALCULATED THE WHEAT 

EC EXPORT SUBSIDIES IN REF; A. THEY SHOW SOME EVIDENCE OF EC 
UNDERCUTTING OF U.S. WHEAT OEFER PRICE IN EGYPT-TUNISIA 
AREA BUT NOT REPEAT NOT IN THE PHILIPPINES. END SUMMARY. 

2. MISSION APPRECIATES THE ADDTIONAL PRICE BACKGROUND (REF 
A). RE TELECON (REE. E) WITH NOVOTNY/FAS, WE RECALCULATED 
THE DOLLAR VALUE OF THE EC EXPORT SUBSIDIES REFERRED TO IN 
REE.A, USING THE EOLLOWING SUBSIDIES AND JUNE CORRECTIVE 
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AMOUNTS AS REPORTED IN THE OFFICIAL JOURNALS (U.A./M.T.); 
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TUNISIA/EGYPT 
(ZONES I, V, MALTA) 


PHILLIPPINES 
(ZONE VII B) 1/ 


EXPORT TOTAL EXPORT TOTAL 

SUBSIDY CORRECTIVE SUBSIDY SUBSIDY CORRECTIVE SUBSIDY 


MAY 1 34 2 

36 

27 

2 

8 42 4 

46 

34 4 

38 

16 42 4 

46 

34 

4 

24 40 0 

40 

32 0 

32 


1/ NOTE 2 U.A./MT EREIGHT SUBSIDY EOR SHIPMENTS AROUND CAPE 
OE GOOD HOPE NOT INCLUDED. SHIPMENTS VIA SUEZ ASSUMED. 

3. RE THE CHANGES IN EXPORT SUBSIDIES WHICH WERE QUESTIONED 
IN PARA 6 OP REP.A, WE REPORTED IN PARA 3, REP. C, THAT 

THE COMMISSION HAD REDUCED REPEAT REDUCED EC WHEAT SUBSIDIES BY 
2. U.A. AND HAD ELIMINATED THE CORRECTIVE AMOUNTS. WE SUBSE- 
QUENTLY CONFIRMED THIS IN PARA 1 OF REF. B. THIS ACTION TOOK 
PLACE SHORTLY AFTER SUBSIDIES HAD BEEN SHARPLY INCREASED 
EARLIER THAT MONTH. NOTE THAT THE SUBSIDIES EFFECTIVE MAY 
30 ARE THE SAME AS THOSE EFFECTIVE ON MAY 24. THE CORRECTIVE 
AMOUNTS STILL REMAIN ZERO. 

4. CONVERTING SUBSIEIES IN UNITS OF ACCUNT TO DOLLARS 
PER METRIC TON IS A COMPLICATED PROCEDURE INVOLVING THE 
COMMUNITY MONETARY COMPENSATORY AMOUNT (MCA) 

SYSTEM AND HE NEW "GREEN " CURRENCY RATES (REF. F). 

THE PROCESS FIRST INVOLVES ADJUSTING THE SUBSIDIES BY A MONETARY OR 
CORRECTIVE CORFFICIENT, THEN CONVERTING THEM INTO FRENCH 
FRANCS, THEN REDUCING THEM BY THE MCA, AND FINALLY CONVERTING 
THEM TO DOLLARS ON THE BASIS OF DAILY SPOT RATES. WE HAVE 
EXPLAINED THIS PROCEDURE IN PARAS 9 THROUGHT 1 1, BELOW. 

5. OUR RECALCULATES SUBSIDIES, INCLUDING CORRECTIVES, DIFFER 
FROM THOSE IN PARA 5. REF. A AS FOLLOWS: (IN $/MT) 
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SUBSIDY & CORRECTIVE SUBSIDY & CORRECTIVE 
(ZONES I, V, MALTA) ZONE BII B) 


MISSION'S MISSION'S 


REF.A. 

CALCULATIONS 

REF.A. CALCULATIONS 

MAY 1 47 

45.25 37 

35.24 

8 63 

61.04 47 

49.99 
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16 64 61.27 47 50.18 

24 55 55.78 55 44.62 


6. APPLYINT THE FOREGOING SUBSIDIES AND CORRECTIVE 
AMOUNTS TO THE FRENCH MILING WHEAT PRICES USED IN PARA 5 OF 
REF. A, WE HAVE CALCULATED EC WHEAT PRICES, DELIVERED BASES, 

AS FOLLOWS AS COMPARED TO THOSE TRANSMITTED IN REF. A: (IN$/MT) 


ESTIMATED DELIVERED PRICE DELIVERY PRICE 
TUNISIA - EGYPT PHILLIPPNES 

PARA 5 MISSION'S PARA 5 MISSION'S 

REF. A CALCULATIONS REF. A. CALCULATIONS 
MAY I 123-126 125-128 141 143 

8 120-123 122-125 144 141 

16 118-121 (A) 121-124 143 140 

24 129-132 128-131 137 147 


(A) THIS APPEARED AS 128-131 IN REF. A AND APPARENTLY WAS 
AN ERROR IN ADDITION. 
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ACTION EUR- 12 

INFO OCT-01 EA-10 10-10 ISO-00 AGR-10 AID-05 CEA-01 

CIAE-00 COME-00 EB-07 FRB-01 INR-07 NSAE-00 CIEP-02 

SP-02 STR-04 TRSE-00 LAB-04 SIL-01 SAM-01 OMB-01 SS-15 
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EM USMISSION EC BRUSSELS 
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PASS AGRICULTUR 

7. THE ABOVE FIGURES COMPARED WITH THOSE OF PARA 4 REF. A 
SHOW THAT FRENCH WHEAT WHICH MAY HAVE BEEN OEFERED TO THE 
PHILIPPINS ON THEDATES IN QUESTION WAS PRICED ABOVE ESTIMATED 
DELIVERED PRICES OF U.S. WHEAT EXCEPT FOR MAY 16 WHEN IT COULD 
HAVE UNDERSOLD U.S. WHAT BY APPROXIMATELY $1.50/ M.T. ON THE 
OTHER HAND, ESTIMATED PRICES OE COMMUNITY WHEAT DELIVERED 
TO TUNISIA-EGYPT ON THE SAME DAYS COULD HAVE CONSISTENTLY 
UNDERSOLD U.S. WHEAT EXCEPT FOR MAY 8. 

8. THE FOLLOWING PARAGRAPHS DESCRIBE IN DETAIL THE MISSION'S 
CALCULATION OF THE EXPORT SUBSIDIES. THIS METHOD WAS VERIFIED 
WITH AN EC COMMISSION GRAIN EXPERT WHOLEWORKS WITH SUBSIDIES 
THE BASIC ELEMENTS OF THESE CALCULATIONS ARE: 

(A) GREEN RETES: THE EXCHANGE RATES USED UNDER THE CAP TO 
CONVERT SUPPORT PRICES, LEVIES, SUBSIDIES, ETC. FROM UNITS 

OF ACCOUNT TO NATIONAL CURRENCIES. NEW GREEN RATES ENTERED 
INTO EFFECT ON MARCH 3, 1975 (SEE REF F.)? HOWEVER, FOR COMM- 
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ODITIES INCLUDING GRAIN FOR WHICH THE 1975/76 MARKETING SEASON 
HAD NOT YET STARTED, CERTAIN ADJUSTMNTS ARE MADE WHICH HAVE 
THE EFFECT OF OFFSETTING THE CHANGE-OVER 
TO THE NEW GREEN RATES. (SEE PARA B, BELOW). AT THE START OF 
THE NEW MARKETING YEAR, THESE ADJUSTMENTS WILL NO LONGER BE 
MADE. 

(B) CORRECTIVE COEFFICIENT: WHERE MONETARY COMPENSATORY AMOUNTS 
(MCA'S) ARE NOT IN EFFECT, THIS COEFFICIENT IS USED TO EFFECT 

THE ADJUSTMENT DESCRIBED IN SUB-PARA (A) ABOVE. CORRECTIVE CO- 
EFFICIENTS WERE FIXED IN REGULATION NO. 540/75 OF 28 FEBRUARY 
1975 (REF. F). WHERE MCA'S ARE IN EFFECT, IT IS THE MONETARY 
COEFFICIENTS (SEE SUB-PARA $) BELOW) WHICH ARE USED TO OFFSET 
THE NEW GREEN RATES, UNTIL THE START OF THE NEW MARKETING YEAR. 

NOTE THAT MCA'S ARE COMPUTED 

ON THE BASIS OF THE OLD EXCHANGE RATES AND WITH THE START OF THE 
1975/76 MARKETING SEASON, 

THEMCA'S WILL BE COMPUTED ON THE BASIS OF THE NEW GREEN RATES 
AND THE CORRECTIVE COEFFICIENT WILL NO LONGER BE USED. 

(C) MONETARY COMPENSATORY AMOUNTS (MCA) ARE EMPLOYED WHRE THE 
MARKET EXCHANG RATE OF A NATIONAL CURRENCH DEVIATES FROM THE 
"GREEN" RATS. THEY HAVE THE EFFECT OF AN EXPORT TAX OR AN 
IMPORT SUBSIDY ON THE TRADE OF COUNTRIES WHOSE CURRENCIES HAVE 
DEPRECIATED RELATIVE TO THE GREEN RATE; FOR COUNTRIES WHOSE CURRNCIES 
HAVE APPRECIATED RELATIVE TO THE GREEN RATE, THEY HAVE THE EFFECT 

OF AN IMPORT TAX AND AN EXPORT SUBSIDY. 

(D) MONETARY COEFFICIENTS ARE USED BECAUSE THE EC METHOD OF 
CALCULATION OF MCA'S (I., THE COMMON INTERVENTION PRICE TIMES 
THE PERCENTAGE APPRECITAIONOR DEPRECIATION OF THE MARKET 
EXCHANGE RATE OF THE NATIONAL CURRENCY VIS-A-VIS THE GREEN RATE) 
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RESULTS IN MCA'S WHICH ARE TOO LARGE. THIS IS BECAUSE THE 
MARKET EXCHANGE RATES AFEECT ONLY C.I.E. PRICES AND NOT LEVIES, 
EXPORT SUBSIDIES ETC.? THE LATTER ARE SET IN UNITS OE ACCOUNT 
AND CONVERTED AT THE GREEN RATE. 

EOR EXAMPLE, ASSUME PRODUCT X ENTERS AN EC MEMBER COUNTRY AT 100 
U.A./ M.T., BASED ON A CIF PRICE OE 70 U.A./ M.T. PLUS A LEVY 
OE 30 U.A./ M.T.; ASSUME ALSO THAT THE INTERVENTION PRICE EOR 
PRODUCT X IS 100 U.SA./ M.T. 

(ACTUALLY, THE EC SYSTEM WOULD OPERATE SO AS TO RAISE THE 
IMPORTED PRICE SOMEWHAT ABOVE THE INTERVENTION PRICE). THE MCA 
WOULD BE CALCULATED ON THE BASIS OE THE 100 U.A./ M.T. IN- 
TERVENTION PRIC. BUT THE NEED TO 
UNCLASSIFIED 
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OEFSET EXCHANGE RATE DEVIATIONS WOULD EXIST ONLY WITH RESPECT TO 
THE CIE PRICE. THUS, THE IMPORT TAX, IN THE CASE OE AN "APP- 
RECIATING" COUNTRY OR THE IMPORT SUBSIDY IN THE CASE OE A 
"DEPRECIATING" COUNTRY WOULD BE HIGHER THAN NESSARY TO OEFSET 
EXCHANGE RATE DEVIATIONS. MONTEARY COEEEICIENTS SERVE TO REMEDY 
THIS SITUATION BY REDUCING THE IMPORT LEVIES (OR EXPORT 
SUBSIDIES) APPLIED BY "APPRECIATING" COUNTRIS AND INCREASING 
THOSE APPLIED BY "DEPRECIATING" 

COUNTRIES. 

(E) MCA'S AND MONETARY COEEFICIENTS ARE EIXED FOR THOSE COUNTRIES 
IN THE JOINT FLOAT (BENELUX, W. GERMANY) AND WILL NOT CHANGE UNLESS 
EITHER CENTRAL RATES OR GREEN RATES ARE CHANGED. EOR THOSE COUN- 
TRIES NOT IN THE JOINT ELOAT (ITALY, THE UK, IRELAND BUT NOT 
SINCE RECENTLY ERANCE), THEY CAN VARY WEEKLY AND CHANGES ARE 
PUBLISHED WEEKLY IN THE OEEICIAL JOURNAL (MONETARY COEEEICIENTS 
ARE EOUND IN ANNEX II OE THE REGULATION THAT SETS THEM). THE 
DANISH CENTRAL RATE IS THE SAME AS THE GREEN RATE; THEREEORE, 
DENMARK HAS NO MCA'S, MCA'S (AND THUS MONETARY COEEFICIENTS) 

EOR ERANCE WERE ABOLISHED EEEECTIVE MAY 19, 1975, OWING TO THE 
PRESENT NARROW SPREACD BETWEEN THE ERENCH MARKET EXCHANGE RATE 
AND THE GREEN RATE. 

9. MISSION CALCULATIONS WERE THUS MADE BOTH WHEN MCA'S APPLIED 
(MAY I, 8, 16) AND WHEN THEY DID NOT (MAY 24). WHERE MCA'S 
ARE APPLIED, THE SUBSIDY (IN U.A./ M.T.)IS FIRST 

MULTIPLIED BY THE MONETARY COEEEICIENT, THEN CONVERTED INTO ERENCH 
ERANCS WITH THE NEW REPEAT NEW GREEN RATE EOR THE ERENCH ERANC. 
THE MCA IS THEN SUBTRACTED EROM THIS AMOUNT; DAILY SPOT RATES 
WERE THEN USED TO CONVERT THIS ADJUSTED SUBSIDY INTO DOLLARS. 
EXAMPLE; MAY I SUBSIDY TO PHILIPPINES 29 U.A./ M.T. X MONE- 
TARY COEFEICIENT (1.014) EQUALS 29.41 U.A./ MT X NEW ERANC 
GREEN RATE (5.633) EQUALS 164.15 EF/M.T. MINUS MCA 
(18.22 EE/M.T.) EQUALS 

145.93 EF/M.T. DIVIDED BY MAY 1 SPOT RATE (4.14125) EQUALS 
$35.24/ M.T. 
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10 WHERE MCA'S ARE NOT IN EEFECT, THE EXPORT SUBSIDY IS 
MULTIPLIED BY THE CORRECTIVE COEEEICIENT, THN CONVERTED INTO 
ERENCH ERANCS WITH THE NEW GREEN RATE, AND THEN INTO DOLLARS/ 
M.T. ON THE BASIS OE THE DAILY SPOT RATE. EXAMPLE: MAY 24 
SUBSIDY TO PHILIPPINES 32 U.A./M.T. X CORRECTIVE COEEEICIENT 
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(0.98598) EQUALS 3L55/U.A./ MT 

X NEW FRANC GREEN RATE (TMYEEL EQUALS 177.72 EE/M.T. DIVIDED 
BY MAY 24 SPOT RATE EQUALS 44.62/ M.T. GREENWALD 
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